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Fannie Mae and Freddie Mac: Changes to the 
Regulation of Their Mortgage Portfolios 

Summary 

This report analyzes the costs and benefits of the Fannie Mae’s and Freddie 
Mac’s retained portfolios while they remain under conservatorship. 

Increasing numbers of homeowners are threatened with foreclosure because of 
interest rate resets on subprime mortgages, combined with stagnant or falling home 
prices. Congress responded to this situation by passing the Housing and Economic 
Recovery Act of 2008 (H.R. 3221, P.L. 110-289), which uses the congressionally 
chartered, stockholder-owned government-sponsored enterprises (GSEs), Fannie Mae 
and Freddie Mac, to lead the market in providing more affordable mortgages. 

The GSEs have retained mortgage portfolios with a combined value of more 
than $1.4 trillion. The size of the portfolios, past management problems, risks to the 
financial system, and potential cost to the taxpayer led, in part, to provisions of the 
Housing and Economic Recovery Act that changed the rules governing the activities 
and regulation of Fannie Mae and Freddie Mac. The bill created the Federal Housing 
Finance Agency (FHFA) and authorized it to regulate the size of the GSEs’ retained 
mortgage portfolios; it also raised the conforming loan limit in certain high-cost 
areas, thereby allowing the GSEs to purchase larger mortgages in these areas. 

Previous regulatory actions have affected the GSEs’ portfolios. In 2006, 
following discovery of accounting and management problems, the GSEs agreed to 
restrictions on their retained portfolios. In 2007, the Office of Federal Housing 
Enterprise Oversight (OFHEO), now the Federal Housing Finance Agency (FHFA), 
denied requests from both Fannie and Freddie to raise or eliminate the caps, but these 
restrictions were relaxed shortly afterwards. On September 6, 2008, the GSEs were 
placed in conservatorship (government management). One condition of the 
conservatorship set the portfolio limit to $850 billion as of December 2009, with a 
10% yearly decline until the portfolios reach $250 billion. 

The GSEs’ portfolios include mortgages and mortgage-backed securities (MBS) 
that are subject to financial risks. When these risks are not managed properly, or if 
market movements turn dramatically against the GSEs, the government faces two 
unsatisfactory alternatives: either let the GSEs go into default and work to control the 
financial repercussions, or step in and assume payments on the GSEs’ debt at a 
significant cost to taxpayers. The GSEs and their supporters argue that the profits 
generated by the investment portfolios enhanced the GSEs’ ability to support 
affordable housing programs and reduce mortgage interest rates. 

This report will be updated as warranted by significant developments. 
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Background 

Increasing numbers of homeowners are threatened with foreclosure because of 
interest rate resets on mortgages in the subprime and Alt-A mortgage markets, and 
falling home prices in formerly rapidly appreciating markets. The Economic 
Stimulus Act of 2008 (P.L. 110-185) temporarily increased the conforming loan 
limit, which established the maximum size of a mortgage that Fannie Mae and 
Freddie Mac — two congressionally chartered, stockholder-owned businesses — can 
purchase. 1 The GSEs, which are prohibited by law from directly making mortgage 
loans to homeowners, purchase mortgages from the original lenders, who can then 
make more loans. Fannie Mae and Freddie Mac add their guarantee of timely 
payment of the mortgages and bundle them into mortgage-backed securities (MBS), 
which they either keep in their portfolios or sell to investors. The Housing and 
Economic Recovery Act of 2008 (P.F. 1 10-289) created a new regulator (the Federal 
Housing Finance Agency or FHFA), and gave it broad authority to regulate the 
GSEs’ assets including their retained mortgage portfolios. The legislation could help 
homeowners by making affordable refinancing more available and by increasing the 
conforming loan limit. 

On September 7, 2007, regulators placed Fannie Mae and Freddie Mac under 
conservatorship, which gives FHFA control over their operations. FHFA increased 
the limit for GSEs’ portfolios to $850 billion each until December 31, 2009, and then 
requires the GSE to reduce their portfolios by at least 10% annually until they reach 
$250 billion each. 



1 The nationwide conforming loan limit, the maximum size mortgage that Fannie Mae and 
Freddie Mac can purchase, was modified by the Economic Stimulus Act of 2008, P.L. 1 10- 
185, from $417,000 to add a $729,720 limit in high cost areas; this increase expires 
December 31, 2008. The Housing and Economic Recovery Act of 2008, P.L. 110-289, 
makes the high cost exception permanent, but revises downward the maximum mortgage 
size to $625,500. These limits are revised annually based on house prices. Reform of the 
regulator of Fannie Mae, Freddie Mac, and the Federal Home Loan Banks is contained in 
Title I of the Housing and Economic Recovery Act of 2008, signed by the president July 30, 
2008. Unless stated otherwise, all bills in this report were introduced in the 1 10 lh Congress. 
Fannie Mae and Freddie Mac are known as government-sponsored enterprises (GSEs). This 
report will refer to them as GSEs. There is a third housing GSE, the Federal Home Loan 
Banks (FHLBanks) that have not created large portfolios and are owned by members, not 
the public. This report does not discuss the FHLBs; for additional information on them, see 
CRS Report RL32815, Federal Flome Loan Bank System: Policy Issues, by Edward V. 
Murphy. 
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Absent conservatorship, the Housing and Economic Recovery Act could 
encourage the GSEs to purchase mortgages that refinance homeowners out of 
subprime and other troubled mortgages by adding new funds to support mortgages 
for distressed homeowners. The high cost exception to the conforming loan limit 
could allow certain homeowners in these high cost areas to benefit from the lower 
interest rate that conforming mortgages have compared to jumbo mortgages. 2 

The FHFA, with financial support from Treasury, established a conservatorship 
and, as part of the conservatorship agreement, temporarily raised portfolio limits to 
$850 billion. Portfolio limits are then gradually reduced by at least 10% annually 
until each portfolio is less than $250 billion. The temporary increase could allow the 
GSEs to provide more liquidity to mortgage markets during the current financial 
turmoil, but the gradual reduction could address concerns about systemic risk. 3 
Treasury’ s financial support allows the GSEs to buy more mortgages than they would 
otherwise be able to in turbulent financial markets. If the GSEs respond by acquiring 
more mortgages, then the GSEs would assume the risk of default by the homeowner. 

At the time that the GSE conservatorship was announced, Treasury announced 
that it had signed contracts to provide financial support for Fannie Mae and Freddie 
Mac. Treasury agreed to 

• make short-term, collateralized loans to the GSEs with interest rates 
set at the London Inter Bank Offer Rate (LIBOR) plus 50 basis 
points (0.5%), 

• purchase new GSE MBS on the open market, and 

• purchase senior preferred stock from the GSEs if their liabilities 
exceed their assets. 

In return, Treasury received from each GSE $1 billion in new senior preferred stock 
and warrants to purchase 80% of the common stock at a nominal price. 

Prior to conservatorship, accounting and management problems at the GSEs led 
FHFA’ s predecessor, the Office of Federal Housing Enterprise Oversight (OFHEO), 
to restrict the GSEs’ activities by limiting the size of their mortgage portfolios. 
These problems at both of the GSEs came to light after they agreed to register one 
class of stock with the Securities and Exchange Commission (SEC). By law, the 
GSEs were exempt from filing financial statements with the SEC. Nevertheless, both 
agreed to register one class of common stock. 4 This irrevocable decision made them 



2 Jumbo mortgages traditionally have been defined as mortgages that are larger than the 
conforming loan limit. With the combination of a national conforming loan limit (currently 
$417,000) and a high-cost area exception ($729,750 until December 31, 2008), different 
people who use the term“jumbo” either refer to loans above $417,000 or above $729,750. 
In any case, mortgages not eligible for GSE purchase are typically more expensive than 
those that the GSEs can purchase. 

3 Systemic risk is the risk that problems in one area (or one company) could spread 
throughout the system in potentially catastrophic ways. 

4 12 U.S.C. 1717(c)(1) exempted Fannie Mae from registering with the SEC, and 12 U.S.C. 
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